T & Accounting

Disqualified Investment Corporation

i Mewee is classified as a “disquolified investment corperatian,” the distibution will be
table to both DCL and CCHL See Sec. 35541} A duquolified investment
corparation is one in which the fair market value of the invesiment assets exceeds cerioin
thresholds. {The other condition needed lo aciivate Sec. 355igl's penalties is present
here: alter the distibution, CCHI will hold of least o 50% inferest in Neweo, ond CCHI
did not hold that loige an interest in Newco belore the distibution; see Sec.
355G LB, To aveid being dassified as o disqualified investment corporation, in o
case where the diskitution Jakes ploce before May 17 2007, Newco's investraent
assels |its cash and any stock iF owns in other corperations in which it owns iess than
20% of the oulstanding stock) must comprise less than 75% of the valug of its tatal assets.
i, however, the distibution lokes place alter that date, Newco will aveid disqualified
invostment corpatation designation ondy il s investment ossets consfitute Tess thon twor
thirde of the vedue of its tolal essets. In this case, the tronsoction, occording 1o the press
ilease, is scheduled to close "by midMay.” F mid-Moy means before May 17, Newco
will ve able 1o avoid the penalties of Sec 3550yl os long as its noninvestment assets
comprise not €35 than 25% of the value af its 1ol gssets.

What About DISCA?

Cnce the DCl siock held by CCHI s "redearmed” lulbeit in a taxhiee splitoff), DISCA will
own twerhitds of DCIs outstonding stock and ANC will own the balance. Can ANC
exchonge its DCl stock for DISCA stock on a ioxfree basis Will such an exchange,
somehow render, refroactively, the DISCA spinolf loxable? 1t would oppear thet ANC
con exchange its DT stock for DISCA stock on o taxfree basis. The exchange would be
o taxfree reorgenization under Sec. 368{o}{1j[B). DISCA would be ocquinng stack in
another corporation [DCH in excnange solely for ils vating stock, and, immediately after
the acguisition, DISCA would be in conhiol (within the meaning of Sec. 368(c)} of the
scquired corooration. The assels used 1o redeem CCHI's slack i DCI, which were not
fumnished directly or indirectly by DISCA, are not part of the consideration given by
DISCA ir excharge tor the stock of DCI and, therefore, do nat odversely dffect the
“salely for voting stock” requirement. See Rev. Rul. 68-285 1968-1 CB. 147
Compare Rev. Rul. 75-360. 1975-2 CB. 110

lhe onby way in which ANC's "acquisiion” of DISCA’s stock [in the "B’ recrganization)
can “rvalidete” the spincft of DISCA {by Liberty) is if such acguisilion causes the spincf
to rur aloul of the “antiMorris Trust” rules found in Sec. 355(e). However. for those rules
o be implicated, the spincff must be pan of o plon {or series of related transactions)
pusint o which cne or more persans |ANC) acguire siock representing o S0% o
grecter interest 10 either the disiibuling corporation [liberyl o in any conlrolled
cotporction {DISCA} It seems clear that, if the acquisiion was stuciured as o B
reorgonization, ANC would not be entiled to as much as 50% of the siack of DISCA. In
addition, it is difficult 10 see how any such aeguisition (by CCHI of DISCA stock could

be viewed s port of o plon or series of relaled fransactions) that indludes the spinoft.
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Fresumably, there wos no ogreement, understanding, arrangement, or even subsiantial
negofiafions regarding this acquisiion {or a similar acguisifion) either at the time of the
spnoff or within the oneryear period beginning on the date of the spinoff. Accardingly, i
does not appear that o transaction in which DISCA ocquires sole owneship of DC
wonkd rigger the application of the anfiMarris Trust rules; therefare, if ANC is amenable,
a taxefficient method for “rationalizing” the ownership of DCH seems 10 be ovailable.
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Impotant Disclosues:

The erabvars responsible for pepdring this report have received compensolion hosed upon varigus factois indding the Fim's totel revenues, o porfion
of which 15 generaled by investment banking adtivities.

This material has been prepored ond /or ssuad by Lshmon Brothers Ine., mernber SIPC, end/or ane of its offilistes (“Lehmon Brcthers”) ond hos been
appoved by tehman Brathers Internakanal (Ewrope], aurhorized and requiated by the Fnangal Services Authoity, in conarction with its distrhubian in
the Furopean Economic Asec. This material is dishibuted in Jepan by tehmon Srthers Japan inc., ond in Hong Xong by Lehmas Brothers Asia timited
This material is diskibted in Austiolia by Lehmoa Brothers Australia Pry Limited, ond in Singopore by Lehmon Brothers Inc., Singapore Branch {"LBIS™)
Where this motenial is distibuted by 18IS, plense note thot it is intended for general ciraulafion oaly ond the recommendations. tontoined herein does
aat take into eccount the sperific investment objectives, financiad situafion or particular needs of any porficulr person. An investor should consult his
Lehmon Rrothers represeatotive tequrding the suitability of the product ond toke into occount bis specific investraent objectives, financiol situation or
particular needs before he makes o commitment to purchase the investment product. This malerial is diskibuted r Kovea by Lehman Brothers
Inte-naticnal (Farone) Saoul Branch. This decument is for information purposes ooty ond it showd not be regonled o5 en affer to vef o1 s o solicitation
of in offer 1o buy the securifies o other inshuments mentioned in it No part of s dowment moy be reproduced in ony manner withou? the wiitten
permission of Lehman Brothers. With the excepfion of disclosures reloting lo Lehman Brothers, this reseorch teport  based on current public infomation
that Lehman Brothers considers reliable, but we moke ne 1egresentation that it is cecurcte or complete, and it should not be relied on os such. In the
tnse of any disclosurc to the effect thal Lchman Brothers lnc. or its offibafes beneficially own 1% o more of any dass of commen equily securifies of
the subject company, the compuiation of beneficial ownership of securities is hased upon the mathodology usad to compute ownership undar Secfion
131} of the United Stmtes” Secunties Exchange Act of 1934. In the mse of eny disdosure 1o the effect that Lehman Biothers Inc. and/ou its offictes
hold o short positien of ot leest 1% of the outstending share capitel of o portitutor compeny, suth isclosure relores salely Yo the orfinary shere aopitol
of e compony. Accondingly, while such calculation represents Lefiman Biothers” holdings net of ony long position in the ardinory share capital of the
tompany. such colcuiotion exdudes any tights or obbgotions tat | shman Brothers may othenwise have, of whith moy eece in the fture, with respect
to such ordinary shore copitol. Similacly such colculation does not irclude any shores held or owned by Lehmon Brothers whese such shores o held
under o wider ngreement or orrongement {ba «f with o client ot 4 counderparty) concerning the shares of such ompany {eg. prime heoking and//or
stock lending activity}. Any such dischasure represents the position of Eehmon Brothers as of the last business day of the colendat month preceding tha
dute oF this raport. Fhis matenol is provided with the understanding thot kshmean Brathers is not acting in a fiduciery comocly. Opinions expressed herein
reblect the opinion of ehmon Brothes ond ore sbiect te thonge withot nofice. The prodicts mentioned i tris docoment may not be eligitle for sale
in soma stutos o¢ coustries, nd they may nat ba suitable for ol types of investors. IF on investor hos any doubts about praduct suirabikfy, he should
consult s Lobman Brothars mpresertutive. The value of and the income produced by products may fuckute, so that an investor may get back Jess
ther b invested. Yolue and incoma moy be odversaly offected by exthange rates, interast rates, or other factors. Post performance is not necessarly
wndicative of tutwe rasulis. If o product is income producing, part of the capitd invested may be used to pay that income. © 7007 Lehman Brothers,
All ighs reserved. Addtiongl infotmation 1s avoilable on request. Pleasa contat o Lehenan Brothers entity i your home jurisdiction.

tehmon Brothers policy fo monoging  confics  of imerest e connection  with  investmenl  research  is ovalichle ot
wwv, efuman.com//rasearchcanflictspabiey. Ralin%s, eomings per shore forawsts ond price taigets contoined i the Fim's aquity reseorch reports
tovesing 1Y S componies are oveiloble 6 www lshmon com /disclaswes.

{crmplere disciosure information on componies covered by Labman Brothers Equity Research is avoilable of www Jehman.com/disclosures.
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Certain statements in this Annual Report constitute forward-lpoking stalements within the meaning of the Private Securities Litigaton
Relorm Act of 1995. To the extert that statements in this Annual Report are not recitations of historics! fact, such statements constitute
forward-looking staterments which, by definition, invoie risks and uncertainties. in some cases, you can identify these statements by our
use of forward-looking words such as “may, " “will," “should,” “anficipate,” “estimate,” “expect,” “plan,” “believe,” "predict,”
“potential,” “intend,"” and other words of similar substance. In particular, statements under “Business,” "Risk-Factors,” “Properties,"
“Legal Proceedings,” “Managament’s Discussion and Analysis of Financial Condition and Results of Opearations” and “Quantitative and
Quaiitative Disciosures About Markel Risk” contain forward-looking staternenis. Where, in any forward-looking statement, we exprass an
expectation or beliel as to future resulls or events, such expeciation or beliel is expressed in good faith and believed v have a reasonabie
hasis, but there can ba no assurance that the expectation or beffef will result or be achieved or accomplished. The follawing inclucie
some but not alf of the factors that could cause actual resulis or events ko differ materiatly from those anticipated:

+ general economic and business conditions and industry trends;

consumer spending levels, including the availabifily and amount of individual consumer debt;

the regulatory and competitive environment of the industiies in which we, and the entities in which we have interests, operate;
continued consofication of the broadband distribution and movie studio industries;

uncertainties inherent in the development and integration of new business lines and business strategies,

changes in distribution and viewing of television programming, including the expanded deployment of personai video recorders,
video on demand and IP television and their impact on home shopping retworks;

increased digital TV penetration ancd the impact on channe! positioring of our networks,
rapid technological changes;
capital spending for the acquisilion andlor development of telecommunications networks and services,

uncerlainties associated with product and service development and market acceptance, including the development and
provision of programming for new television and telecommunications technologies;

future financial performance, including avadability, terms and depfoyment of capital;
fluctuations in foreign currency exchange rates and political unrest in international markets;
the abfiity of suppliers and vendors to deliver products, equipment, software and services;
the putcome of any pending or threatened litigation;

availability of qualified personnel;

changes in, or failure or inability o comply with, government reguiations, including, without fimitation, regulations of the Federal
Communications Cormmission, and adverse outcomes from reguiatory proceedings;

chenges in the nalure of key strategic refationships with partners and joint venturers;

competitor responses to our products and services, and the products and sorvices of the entities in which we have interests;
and

threatened terronists aitacks and ongoing milftary action in the Middle East and other parts of the worid.

These forward-fooking statements and such risks, uncertainies and other factors speak only as of the date made, and we expressly |
disclaim any obligation or undertaking to disseminate any updales or revisions 10 any forward-fooking statement contained herein, to |
reflectany charnge in our expectations with regard thareto, or any other change in events, conditions or Circumstences onwhich any such |
statement is based. When considering such forward-looking statements, youw should keep in mind the factore described in “Risk Factars”
and other cautionary statsrnents contained in this Annual Report. Such risk factors and statemenis describe circumstances which coild
cause actual results to differ materially from those contalned in any forward-looking statement. This Annual Report includes information
conceming OpenTV Corp. and other pubkc companies that file reports and other information with the SEC in accordance with the
Securities Exchange Act of 1934, Information contained in this Annual Report concemning those companies has been denived from the
reports and other information filed by them with the SEC. i you would like further information about these companies, the reports and
other information they fite with the SEC can be accessed on the internet website maintained by the SEC at www.sec.gov. Those reports
and other information are not incorporated by reference in this Annual Report. |
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Dear Fellow Shareholders:

As we discussed last year, Liberty Media's many assets and businesses, potential tax
liabilities, and high degree of complexity have caused confusion among investors. This
confusion has resulted in our stock trading at a discount to its implied net asset value
and has hurt our ability to deliver full value to our shareholders.

in 2006, we made progress in addressing these challenges.

In May, we created two tracking stocks that attributed our assets between Liberty
Interactive, a group led by QVC which includes our video and e-commerce assets, and
Liberty Capital, a group which primarily represents our investment assets in media,
telecom, and technology. These two tracking stocks increased transparency, focused
capital efficiency, and gave investors a choice to invest in the stock they prefer.

We also articulated a strategy for each group. Liberty Interactive’s strategy is to grow its
existing businesses organically and to use its strong free cash flow to make accretive
acquisitions and systematically shrink its equity. During 2006 Liberty Interactive had
strong operational performance, made two strategic acquisitions, and repurchased
nearly $1 billion of common stock. Liberty Capital's strategy is to monetize its non-core
holdings tax-efficiently, simplify its assets, and gain greater focus as an operating
business. During the year, Liberty Capital made good progress, agreeing to several
tax-efficient stock-for-asset exchanges and asset sales including our stakes in News
Corp, Court TV, On Command, IDT, CBS and OpenTV. While many of our
non-controlled strategic investments have increased in value, it has become ciear to us
that consolidating, setting strategy for, developing synergies for, having access to the
cash flows of, and setting appropriate capitalizations for our businesses is likely to yield
the highest public market vatue for Liberty.

The market responded well to our efforts. Liberty Media’s stocks posted a combined
return of 30.8% for 2006 compared to a 15.8% gain for the S&P 500 (including
dividends). While a good start, the market continues to undervalue our tracking stocks,
and a 2007 goal is to further close that gap.

Operating Performance

Liberty Interactive Early in the second quarter, we provided three-year guidance' for
Liberty interactive of high single-digit to low double-digit revenue growth and low
double-digit operating cash flow (OCF?) growth. For this year, performance
dramatically exceeded our guidance with Liberty Interactive generating 13% revenue
growth and a 19% increase in OCF. These results were driven by outstanding
performance at QVC and enhanced by the acquisitions of Provide Commerce and
BUYSEASONS.

QVC, Inc. QVC, the global leader in televised home shopping and centerpiece of
Liberty Interactive, had another record year. The company produced revenue and OCF
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growth of 9% and 16% respectively, reflecting ongoing growth in all of its markets and
across all product categories. QVC has developed a sustainable business model that
features predictable and generally expanding margins, leveragable operating
expenses, and high free cash flow.

Mike George took over as President and CEQO early in 2006. He continues the
company’s philosophy of customer respect and brings strong retail and e-commerce
expertise. We are fortunate to have him aboard, and the company had a very good year
under his thoughtful leadership.

For 2006, QVC revenue was $7.1 billion and operating cash flow expanded to nearly
$1.7 billion. Domestic revenue increased 7% to $5 billion, and domestic OCF grew 13%
to $1.2 billion. The less penetrated international businesses, which include operations
in the United Kingdom, Germany and Japan, grew faster. Overall, QVC International
generated revenue of $2.1 billion, a 12% annual increase, and OCF of $426 million, a
26% increase. Online revenue continued to grow in importance and accounted for 20%
of domestic revenue and 18% of total revenue in 2006. QVC.com is not only an efficient
sales ordering mechanism, but increasingly a rich destination site allowing QVC to
maintain a tighter relationship with its customers, and engage them in new ways.

QVG has a compelling value proposition: offer a carefully chosen selection of quality
goods (much of them unique to QVC) in a variety of categories, at reasonable prices,
with superior customer service. QVG nuriures a loyal customer group by presenting
leading third-party and QVC-owned brands in an entertaining video retail environment
that fosters a shopping community. This year QVC demonstrated the breadth of its
television presence, airing 27 million unique products, and depth of its customer
relationships, shipping more than 120 million units to 7.3 million customers in the
United States. QVC celebrated its 20" birthday last October and shipped its
one-billionth US package this March.

There is an enormous gap in perception between those who have purchased (who
tend to have high appreciation for QVC) and those who have not (who tend to view
home shopping more negatively). While the core business continues to show good
growth prospects, management seeks to draw new customers to the QVC experience.
We are considering geographic expansion, new distribution platforms, and branding
and programming initiatives.

Other Liberly Interactive Businesses Liberty Interactive also completed the strategic
acquisitions of Provide Commerce and BUYSEASONS, and these businesses
produced excellent results. Provide Commerce, which we acquired in February 2006,
experienced 21% revenue growth and substantially expanded operating margins. The
company is carrying strong momenturmn into Mother's Day when it will partner with QVC
to offer an array of flower and plant arrangements that it hopes will appeal to the
companies’ similar demographics.
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BUYSEASONS, the largest online-only supplier of costumes, completed 2006 with
39% revenue growth and significantly improved operating margins. The company,
which we acquired in August, experienced strong growth during its peak Halloween
season and has carried that momentum into 2007.

The value of our investment in InterActiveCorp increased in 2006 while our Expedia
investment declined. Together the value grew from $3.6 billion to $4.0 billion. While
pleased with their performance and cognizant of our eventual control positions, it is not
clear the market will accord us full value for these investments and we continue to
explore strategic alternatives to maximize their value for our shareholders.

Liberty Capital As previously described, operating performance has been a smaller
part of the story for the investments attributed to Liberty Capital. Over time, operating
performance will become more important as we exchange and sell non-strategic
investments for cash and controlled operating businesses. Nonetheless, this past year
our controlled affiliates performed well.

Starz Entertainment 2006 was a year of important change at Starz.

When the year began, we offered a premium movie service that was primarily delivered
on cable and satellite platforms. This continues to be a good business for Starz, and its
performance is improving. Starz pay-tv subscribers increased 6% to 15.5 million while
Encore subscribers grew 7% to 27.3 million. Total Starz revenue grew 3% to
$1.03 billion, as subscriber growth more than offset a decline in the effective rate that
resulted from certain of Starz's new fixed-rate affiliation agreements. Starz’'s OCF grew
9% for the year as revenue growth outpaced operating cost increases. During the year,
pregramming cost increases moderated to 5% while SG&A declined due to a reduction
in marketing activity with Starz's affiliates. OCF growth was particularly strong in the
fourth quarter as programming expenses declined, a favorable trend that Starz
management expects to continue in 2007,

However, television is changing. Rapidly evolving technology and new video
distribution services are causing audience fragmentation. Starz management, led
skillfully by Bab Clasen, understands the need to transform the business to offer
customers compelling entertainment in a changing digital media world. Starz
recognizes that it is in the business of audience aggregation regardless of platform.
The 2006 transformation included: the launch of Vongo, an Internet subscription movie
service; the acquisition of IDT Entertainment, including its television production and
distribution, animated film production and home video distribution businesses and; the
launch of Overture Films, a motion picture studio that will produce and distribute
approximately ten full-length, theatrical films each year. Starz is now an integrated

media company that produces a mullitude of programming (inciuding owned-content)
for distribution on any platform.
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2007 should be a year of continued growth for the core networks, further programming
cost reductions, OCF growth and the successful integration of Starz’ new businesses.
We look forward to reporting on further Starz successes in our letter to you next year.

Other Liberty Capital Businesses Our 89%-owned subsidiary, TruePosition,
continued its deployment of location networks for Cingular and T-Mobile USA, and
continued exploring opportunities to offer a series of customer-facing, location-based
services. WildBlue, our satellite provider of broadband Internet service, completed its
first full year of offering its service for consumer use. The company has had very
positive initial response, and as of the end of February 2007 had 130,000 subscribers,
In December, Wildblue successfully launched its second satellite which became
operational to provide service in March. GSN completed a solid year in 2008, meeting
its financial objectives whiie enhancing its interactivity and the ability to monetize its
content through additional platforms such as participation television and online
games.

FUN Technologies, a casual and skill gaming company, in which we acquired majority
ownership in March, contributed $42 million of revenue. Its 2006 performance was
below expectations, due in part to general uncertainty following the passage of the
Unlawful Internet Gambling Enforcement Act (UIGEA)®. The market value of FUN'’s
stock declined and Liberty took an impairment charge of $113 million. We remain
enthusiastic about this business. To date in 2007, FUN Games, through the integration
of its SkillJam and WorldWinner units, has increased per-customer revenues and is
exceeding expectations. Our objective is to strengthen FUN through collaboration with
many of our programming and distribution affiliates, including GSN.

Acquisitions and Divestitures

We seek to purchase businesses that possess good customer value propositions,
strong management teams, attractive financial metrics, and the potential to benefit
from an association with our other businesses. During the year we considered
numerous acquisition candidates, but our standards are high and the current
generosity of the financial markets has given private equity a strong edge. While we
believe in the power of financial leverage to reduce taxes, lower capital costs and drive
equity returns, we have been reluclant o use as much debt for consolidated
subsidiaries as private equity firms use with a segregated portfolio. We remain patient.

Liberly Interactive Despite current market conditions, Liberty Interactive completed
two transactions in 2006.

In February, we compileted the purchase of Provide Commerce. Provide operates
e-commerce websites for perishable goods and offers a unique value proposition by
delivering flowers under the Pro Flowers brand directly from grower to consumer.
Under Bill Strauss’s strong leadership, this business experienced almost 40% annual
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revenue growth in the tive years preceding its acquisition and continued to show
strong operating performance over the past year.

In August, we acquired BUYSEASONS, the owner of buycostumes.com, which is
adroitly led by Jalem Getz.

We are pleased with both of these acquisitions which we believe were attractive on a
stand-alone basis and hope will benefit from joining Liberty Interactive’s other retait
businesses.

Liberty Capital 2006 was a year in which we made significant progress in tax-efficiently
converting passive and non-core investments into cash and operating businesses.
Most importantly, in Becember we agreed to a §355 exchange of our News Corp
shares for 38.5% of DirecTV, regional sports networks in Seattie, Denver and
Pittsburgh, and $550 million in cash. We expect to close this transaction in mid-2007.
While our News position has performed well over the years, as a non-controlied
investment with a low tax basis, this investment has been discounted in value within the
Liberty Capital share price. We expect to have increased financial flexibility as DirecTV
is financially underleveraged and the shares that we are receiving have a significantly
higher tax basis than the News shares we are exchanging. More importantly, DirecTV’s
operating strength and strategic position should accelerate our move to a more
focused, stronger operating company. While Liberty has meaningful market
capitalization, not since we were associated with TCt have we had meaningful market
power. Whether we increase, decrease or maintain our stake in DirecTV, our financial,
strategic and operational flexibility should be significantly enhanced by the compietion
of the News Corp transaction.

We alsc completed or announced several other Liberty Capital-related transactions.
Since we wrote to you last year, we have completed the sale of our stakes in Court TV,
OpenTV and On Command. We also completed the exchange of our IDT stock and
interests for IDT Entertainment and announced the exchange of our CBS stock for cash
and a station in Green Bay, Wisconsin.

These transactions will resuli in the tax-efficient disposition of about $13.9 billion of
non-strategic assets for strategic operating assets and cash of approximately
$1.7 billion. We expect to continue this trend in 2007 in an effort to further simplify
Liberty Capital and create greater focus.

Capital Structure and Liquidity

Liberty Media’s capital structure and liquidity are strong, allowing us to attribute
significant linancial resources to both Liberty Capital and Liberty Interactive.

Liberly Interactive At year end, Liberty Interactive had attributed cash and liquid
investments exceeding $5 billion and debt of $6.4 billion. Excluding the value of our
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investment positions in InterActiveCorp and Expedia, attributed net debt of $5.5 billion
equated to a multiple of 3.3x annual operating cash flow. Given the relatively
predictable levels of cash fiow generated by QVC and our other businesses, we now
believe Liberty Interactive can comfortably sustain attriouted debt levels of 4x 1o 5x
OCF. We have significant liquidity to grow organically, compiete acquisitions and shrink
equity. During 2006, we put this flexibility to use by repurchasing $954 million of Liberty
Interactive common stock.

Liberfy Capital The Liberty Capital businesses are also in a position of significant
financial strength. At year end, including the pending exchange of our News Corp
stake, Liberty Capital had attributed to it $18.2 billion of public investments and
derivatives and nearly $2.3 billion of cash and liquid investments. Together, at a value of
$20.5 billion, these assets are only partially offset by the $4.7 billion face value of
attributed debt. This net liquidity provides Liberty Capital with significant flexibility to
grow its businesses and will play an important role in our strategic direction.

Historically, we have expressed reluctance to leverage our non-cash flow generating
assets to shrink equity, even when we believe the equity is undervalued. However
during 2006, Liberty Capital's cash balance increased by nearly $1 billion with more
cash likely to be received in 2007. As a result, last month we announced a self tender
for $1 billion of LCAPA shares.

How Are We Doing?

In our letier to you last year, we outlined our objectives and our motivations. Let’s take a
look at some of the statements from last year's annual report and see how things have
progressed.

* Focus on Underlying Asset Value:

2006 Statement: We need to help the investment and analyst communities focus
their attention on the underlying value of our assets. We believe that the most
effective way to do this is to create a tracking stock structure that attributes our
assets to two groups, Liberty Capital and Liberty Interactive.

FProgress to Date: We have made good strides on this front with Liberty
Interactive while Liberty Capital remains a work in progress. On the Liberty
Interactive side, the creation of the tracking stocks afforded an oppaortunity for
our shareholders to invest in a more pure-play interactive, multi-channei
commerce business. QVC, a large and important part of the overall Liberty
Media construct, is clearly the lynchpin of the Liberty Interactive assets. As a
result, our investors have an opportunity o compare the Liberty Interactive
trading value, comprised in large part of QVC, much more clearly with other
commerce and internet companies. The implied trading multipte of QVC has
improved, but continues to lag poorer-performing specialty retailers and
e-tailers, particularly if the focus is on free cash flow generation. Liberty
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Interactive still has attributed assets that, due to their non-controlled nature, are
likely to continue to be discounted by investors. We will work to reduce this
discount and believe our efforts, along with continued strong operating
performance at QVC, Provide Commerce and BUYSEASONS and optimal
capitai structure management, will drive long-term growth in the Liberty
Interactive common stock.

On the Liberty Capital side; we havé mdde significant progress. At the time we
issued the trackers we stated that it would take some time to convert Liberty
Capital's attributed assets to a smaller group of strategic, controlled, operating
assets. Itis this conversion, we believe, that will ultimately cause our investors to
focus more clearly on the underlying value of the assets attributed to Liberty
Capital. Since the issuance of the Liberty Capital tracking stock, we have
compieted asset sales and eéxchanges that demonstrate significant strides
toward tax-efficiently simplitying the group of assets attributed to Liberty Capital.
This simplification represents a major step toward giving our investors the ability
to focus more crisply on this group of assets. We will continue this simplification
process in 2007.

* Liberty Interactive and QVC as Atftractive Investment Vehicles:

2006 Statement: In defining the tracking stock groups, we decided to focus on
our largest operating business and highest performer, QVC. With dominant share
in video commerce, exceptional free cash flow, and substantial imternational and
e-commerce growth potential, we believe a well-positioned “interactive” vehicle
can achieve a high muitiple that fully reflects its intrinsic value.... We believe this

group, leveraged at three to four times net debt, presents an attractive investment
vehicle.

Progress to Date: As discussed above, QVC has an exceptional track record of
top-notch execution for over twenty years. The creation of the tracking stock
structure has not only given investors a chance to invest more directly in QVC, it
has yiven Liberty a vehicle through which to more clearty present the formula for
QVC’s success. We hosted a well-attended and well-received investur day at
QVC's headguarters in Westchester, Pennsylvania. We believe this and other
Wiveswl Coimimunications clarified the QVC value proposition fur rany investors
and analysts and contributed to an increased level of interest in the business.
As QVU's superior financial metrics become more transparent to investors in
Liberty Interactive common stock, it becomes more readily comparable to other
speciaity retailers and ecommerce companies. We believe QVC shines in
comparison and we were aggressive about putting the company’s strong cash
flow to work in buying Liberty Interactive stock at what we believed to be very
attractive valuations. We repurchased nearly $1 billion of LINTA equity in 2006,

and yet the group’s net debt remained at a modest 3.3x annual operating cash
flow.
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We will continue to evaluate alternative uses of Liberly Interactive’s significant
free cash flow and expanded borrowing capacity and believe a systematic
equity reduction program combined with ongoing organic cash fiow growth and
strategic acquisitions presents a winning formula for continued strong returns
for our shareholders.

Redirecting Liberty Capital:

2006 Statement: Nonethefess, Liberty Capital will need fo trade out of many of
its passive equity positions and acquire new businesses or expand its existing
businesses. The redeployment of this large equity base represents the greatest
opportunity to re-direct the Liberty Capital Group.

Progress to Date: As outlined above, it has been an active year and the
transactions we have completed show great progress toward redirecting the
group. We have monetized a number of non-strategic assets and reached
agreement 1o acquire several businesses, most notably 38.5% of DirecTV, that
will anchor Liberty Capital’s strategic foundation going forward. Frankly, we got
much more done in 2006 than either of us would have guessed possible a year
ago. In 2007 we expect to further streamline Liberty Capital’s attributed assets
and make strategic acquisitions around our core operating companies.

Financial Flexibility:

2006 Statement: We believe this strategy gives us significant flexibility inn capital
structure and investment opportunities....We believe we will he in a much
stronger position to actively manage the balance sheets of both groups. This
should enable us to fund growth initiatives while repurchasing equity at prices
and under circumstances we deem appropriate.

Progress to Date: As previously noted, we systematically conducted open
market purchases of Liberty Interactive common stock throughout the year. This
allowed us to repurchase 7.3% of the outstanding LINTA shares during the year
at a weighted average price of $18.49 per share. This is a formula that we believe
is sustainable and we will continue to pursue as valuations warrant. These
repurchases do not, however, preclude us from reinvesting in our existing
businesses or making strategic acquisitions and, in fact, we made two such
purchases in 2006. We will continue 1o seek additional strategic transactions to
attribute to Liberly Interactive.

The strengthening of our balance sheet through asset sales and exchanges in
2006 allowed us to initiate a self-tender offer for $1 billion of Liberty Capital
common stock in early 2007. Such action could be repeated in the future should
similar circumstances arise. Additionally, we will continue to seek acquisitions of
businesses that we believe are strategically important to the ongoing assets
attributed to Liberty Capital.
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* The Bottom Line:

2006 Statement: While we think that the peak market capitalization we attained
in 2000 was unrealistic we also believe the combined value...today is too
fow...We believe that it puts us in a good pasition to simplify Liberty Capital and
create new avenues for growth, while expanding Liberty Interactive through
organic growth, strategic acquisitions and business development.

Progress to Date: We are making progress on this front and as of the writing of
this |etter the combined market capitalization of Liberty Capital and Liberty
Interactive has reached $30 billion, up from $23 billion when we announced the
tracking stocks, despite the repurchase of $1 billion of stock. And we believe we
can do more. Most observers believe that Liberty Capital common stock
continues to trade at a discount to its underlying asset value (and we agree).
Simitarly, Liberty Interactive common stock trades at a level that implies an
operating cash flow multiple of QVC well below that of its peers. We will continue
10 undertake strategies that we believe will drive value for our shareholders of
both groups with the goal of continuing the stock price momentum that was
generated in 2006.

2007 and Beyond

We are pleased with the progress we made in 2006 and hope you are too. We had
more activity than in recent years and believe it was productive. While significant
strategic questions remain, we have better options and more ability to accomplish our
goals.

While in 2007, QVC, Starz, Provide, FUN, BUYSEASONS, TruePosition, and all our
controtled affiliates focus on their operating growth and efficiency, we will continue to
work on setting a robust strategic direction, simplifying cur portfolio, making strategic
acquisitions, managing our balance sheet and creating a more focused operating
company.

We are enthused by our prospects and confident that Liberty Media is continuing down

the right path to maximize shareholder returns. Thank you for your support.

Very truly yours,

Gregory B. Maffei John C. Malone
President and Chief Executive Officer Chairman of the Board
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We issue longterm guidance as we do not believe quarterly guidance is
meaningful. We reiterated this same guidance throughout 2006 and do so again
with this letter.

Liberty defines operating cash flow (OCF}) as revenue less cost of sales; operating
expenses; and selling, general and administrative expenses (excluding stock and
other equity-based compensation). OCF, as defined by Liberty, excludes
depreciation and amortization, stock and other equity-based compensation and
restructuring and impairment charges that are included in the measurement of
operating income pursuant to U.S. generally accepted accounting principles
(GAAP). Liberty believes OCF is an important indicator of the operational strength
and performance of its businesses, including the ability to service debt and fund
capital expenditures. In addition, this measure alicws management to view
operating resuits and perform analytical comparisons and benchmarking between
businesses and identify strategies to improve performance. Because OCF is used
as a measure of operating performance, Liberty views operating income as the
most directly comparable GAAP measure. OCF is not meant to replace or
supersede operating income or any other GAAP measure, but rather to
supplement the information to present investors with the same information as
Liberty’'s management considers in assessing the results of operations and
performance of its assets. Please see footnote 18 to our accompanying
consolidated financial statements for a reconciliation of OCF to earnings (loss)
before income taxes and minority interest.

While FUN does not operate any gambling websites, after the law passed FUN
elected not to accept advertising from certain gambling-related advertisers.

10

LMC . 1.13.0000037




The following graph compares the historical combined performance of the Liberty
Capital Series A and Liberty Interactive Series A tracking stocks and their predecessor
securities from August 1995 through December 31, 2006, in comparison to our peers
(News Corporation, CBS Corporation, The Walt Disney Company and Time
Warner Inc.). The predecessor securities are comprised of
(1) Tele-Communications Inc. Series A Liberty Media Group tracking stock (Nasdaq
trading symbol: LBTYA) for the period from August 1995 untit March 1999, (2) AT&T
Corp. Class A Liberty Media Group tracking stock {NYSE trading symbol: LMG.A) for
the period from March 1999 until August 2001, and (3) the former Liberty Media
Corporation Series A common stock {NYSE trading symbol: originally LMC.A but
subsequently changed to L) for the period from August 2001 until the May 9, 2006
restructuring (in which such stock was exchanged for our Liberty Capital Series A and
Liberty Interactive Series A tracking stocks).

Historical Performance of Pre-and Post-Restructuring Liberty
Compared to Peers
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The following

graph compares the yearly percentage change in the cumulative total

shareholder return on the former Liberty Media Corporation Series A (NYSE trading
symbol: L} and Series B common stock (NYSE trading symbol: LMC.B) from

December 31

, 2001 through the May 9, 2006 restructuring, in comparison to the S&P

500 Media Index, which reflects the performance of companies in our peer group, and
the S&P 500 Index. We have included in the returns presented below the estimated
values attributable to the dividends paid in connection with the June 2004 spin off of
Liberty Media International Inc. and the July 2005 spin off of Discovery Holding

Company.
Historical Performance of Pre-Restructuring Liberty
Compared to Select Indices
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The following graph compares the percentage change in the cumulative total
sharehoider return on each of the Liberty Capital Series A and Series B tracking stocks
and the Liberty Interactive Series A and Series B tracking stocks from May 10, 2006

through December 31, 2006, in comparison to the S&P 500 Media Index and the S&P
500 index.

| Historical Performance of Post-Restructuring Liberty
Compared to Select Indices
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LIBERTY MEDIA CORPORATION
COMPANY PROFILE

Liberty Media Corporation is a holding company that owns interests in a broad range of
electronic retailing, media, communications and entertainment businesses. Those interests are
alirbuted to two tracking stock groups: Liberty Interactive, which includes Liberty Media's
interests in QVC, Provide Commerce, BUYSEASONS, IAC/InterActiveCorp and Expedia, and
niberty Capital, which includes all of Liberty Media’s assets that are not atiributed to Liberty
'nteractive, including Liberty Media’s interests in Starz Entertainment and News Corporation.

The following table sets forth Liberty Media’'s assets that are held directly and indirectly through
partnerships, joint ventures, common stock invesiments and instruments convertible into
common stock. Ownership percentages in the table are approximate and, where applicable,
assume conversion to common stock by Liberty Media and, to the extent known by Liberty
Media, other holders. In some cases, Liberty Media’s interest may be subject to buy/sell
procedures, repurchase rights or, under certain circumstances, dilution.

LIBERTY CAPITAL

SUBSCRIBERS | SUBSCRIBERS | SUBSCRIBERS ATTRIBUTED
AT 12/31/08 AT 12/31/05 AT 12/31/04 YEAR QWNERSHIP AT
ENTITY {000’s) {000's) J {000's) LAUNCHED ; 12/31/06 ]
OPERATING BUSINESSES
GSN 60,887 57 805 56,411 1994 50%
Slarz Endertainment LLC 100%
Encore 27,323 26,784 24,457 1991
MOVIEplex 14,696 11,882 3,925 1985
Thematic Multiplex 150,027 140,459 130,349
laggregate units)*™
Love Stores 1994
Westerns 1994
Mystery 1994
Action 1994
True Stories 1994
WA 1994
Starz 18,521 14,082 14,108 1994
Slarz Edge'™ 1836
Starz InBiackiV 1997
Starz Kids & Family' 1999
Starz Cinema'™ 1999
Starz Comedy't
14
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Hallmark Entertainment
investments Co.

MacNeil/Lehrer Productions

News Corpaoration
(NYSE: NWS, NWS A}

LIBERTY CAPITAL

- BUSINESS DESCRIPTION
OPERATING BUSINESSES

Hatlmark Entertainment investments Co.
owns 80.2% of Crown Media Holdings, Inc.
Class A common stock and 100% of the
Class B common stock, representing 96.1%
of the total outstanding voting power of
Crown Media Holdings, inc, Stockholders of
Hallmark Entertainment Investmenis Co. are
Hallmark Entertainment Holdings, Inc.,
Liberty Media Corporation, J.P. Morgan
Partners {BHCA), L.P and National Interfaith
Cable Coafition, Inc. (“"NICC"}.

Produces "‘NewsHour" with Jim Lehrer and
Robert MacNeil in addition to
documentaries, Web sites, inleractive DVD's,
civic engagement projects and educational
programs.

Entertainment company aperating in eight
incusiry segments: fitmed entertainment;
television; cable network programming;
direct broadcast satellite television;
magazines and inserts; newspapers; book
publishing; and other. The activities of News
Corporation are conducted principally in the
United States, Continental Eurcpe, the
United Kingdom, Australia, Asia and the
Pacific Basin.
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